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Embezzlement Prevention 
TH E proverbial "ounce of prevention" has its application to fiduciary lapses 
as definitely and specifically as to any-
thing to which it may be applied. The 
recovery of funds misappropriated is uni-
formly attended with time, annoyance, 
and grief; often with worry and additional 
expense. 
One of the characteristics of defalcations 
is that they usually have their beginnings 
in small amounts. It is equally true that 
most defalcations might have been mini-
mized in amount, if not prevented, by pre-
cautions of accounting system, properly 
planned assignment of duties and routine, 
internal control and check, and indepen-
dent audit. While the last mentioned is 
frequently efficacious as a deterrent and 
means of detection, the other precautions, 
if exercised, frequently would eliminate 
the necessity for independent audits con-
sidered solely from the viewpoint of dis-
covering irregularities. 
The number of instances wherein em-
ployers would be guilty of contributory 
negligence, were a defalcation to occur, is 
almost beyond belief. Not only does the 
employer fail to surround his funds with 
natural safeguards, but at times he actually 
puts temptation in the way of honest em-
ployes and encourages them to steal. 
A certain concern which is by no means 
an exception in this respect employs as 
bookkeeper a man who also acts as cashier. 
This individual, or someone under his 
direction and control, prepares the sales 
invoices, makes the charges to customers 
accounts, enters the credits for returns and 
allowances, keeps the cash book, handles 
the cash, makes deposits, prepares and 
enters disbursement checks, reconciles the 
bank account, sends out statements to cus-
tomers, takes the trial balances from the 
customers ledger and runs the general 
ledger. To the dishonestly inclined 
cashier, what could be easier? 
The ways in which irregularities may be 
perpetrated are legion. Probably all have 
not been discovered yet. But there are 
enough opportunities under the conditions 
just described to satisfy the most nefarious 
crook. 
Nothing on the face of the earth except 
an armed guard will prevent, as once 
happened, an employe who is an out and 
out thief from putting the money for a 
Saturday morning pay-roll in his pocket 
Friday evening and walking out with it, 
never to return. This illustration is the 
more ironical because in the case which 
suggests it, the cashier, on his way out, 
passed through the room in which public 
accountants were working and bade them 
"good-night," if not "good-by." 
The number of employes, their lack of 
attainment, or other limitations of one 
kind or another, within an organization 
may interfere with an ideal assignment or 
arrangement of duties. Generally speak-
ing, however, it is ill-advised to allow the 
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same employe to open incoming mail, 
withdraw the checks, enter them in the 
cash book and deposit them in bank, 
more particularly if that same employe 
has the custody or control over customers 
accounts and statements and access to 
currency. 
An employe who is inclined or tempted 
toward dishonesty will hesitate long and 
hard before he will yield to the temptation 
of using incoming checks to make possible 
an abstraction if he knows someone other 
than himself has a record of the checks 
which he is to enter in the cash book and 
deposit in the bank. Likewise, a cashier 
is likely to be deterred from appropriating 
or using for coverage, checks received from 
customers if someone else keeps the cus-
tomers accounts or prepares, sends out 
and investigates differences on customers 
statements. 
There are many simple precautions of 
internal safeguards which may serve to 
prevent wrong-doing. The person who 
enters receipts in the cash book should not 
deposit them in bank. The person who 
keeps the cash book and check book should 
not reconcile the bank account. The 
customers ledger bookkeeper should not 
run the general ledger; neither should the 
general ledger bookkeeper run the cash 
book. Again, someone other than the 
customers ledger bookkeeper should take 
off the trial balance of that ledger and see 
that it is in agreement with the control. 
Nothing short of general collusion would 
break down a scheme at least as compre-
hensive as the foregoing. There are 
numerous amplifications which might be 
added. The moral effect would be very 
strong. Fiduciary wrong-doing of a 
criminal nature would be well-nigh im-
possible. Any grief from irregularities 
would be avoided. The time required for 
independent audits would be substantially 
decreased and the opportunity afforded for 
audit work of a more constructive charac-
ter. Those who retain certified public 
accountants have it in their power materi-
ally to help themselves. 
